THE AMERICAS

ARGENTINA

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]

1998 1999 20001
Income, Production, and Employment:
GDP (at current prices)? ........cccocvrvveeniieeieenineniinenns 298 283 285
Real GDP Growth (PCt) ......ccoooveeiiiiiieiieiieenee e 3.9 -3.0 0.7
GDP by Sector (pct):
AQriCUIUre ..o 7.3 7.2 7.3
Manufacturing 24.7 24.8 24.8
Mining ......... 3.0 2.9 3.0
Services ..... 38 38.1 38.2
Government .................... 10.3 10.8 10.8
Per Capita GDP (US$)3 .... 8,260 7,700 7,700
Labor Force (millions) ....... . 14.0 14.2 14.4
Unemployment Rate (PCt) ......cccocvvriveiieniieiiicnieen, 12.9 14.3 15.4
Money and Prices (annual percentage growth):
Money Supply (M2)4 ............ 3.9 -1.4 0.0
Consumer Price Inflation4 .. 0.7 -1.8 -0.5
Exchange Rate (peso/US$) 1.0 1.0 1.0
Balance of Payments and Trade:
Total EXports FOB ......cccoiviiiiiiiecieee e 26.4 23.3 25.6
Exports to United States> .. " 2.3 2.6 2.9
Total Imports CIF ................... 31.4 25.5 27.3
Imports from United States> 5.9 5.0 4.5
Trade Balance® ...........c.cccoceeenne -5.0 -2.2 -1.6
Balance with United States>5 .. -3.6 -2.4 -2.6
External Public Debt ............... 82.4 84.8 92.8
Fiscal Deficit/GDP (pct) .......ccceene. -1.3 -2.5 -1.9
Current Account Deficit/GDP (pct) ..... 4.9 4.3 3.6
Debt Service Payments/GDP (pct) 7 ....... . 3.7 45 5.0
Gold and Foreign Exchange Reserves ............c........ 24.9 26.4 26.7

1Figures for year 2000 are embassy estimates.

2The Argentine peso was tied to the U.S. dollar at the rate of one to one in 1991. In 1999, the Argentine
government changed its method of calculating GDP and revised its figures for 1998 downward.

3World Bank (GDP at market prices)

4End of period.

5Source: U.S. Department of Commerce; Calendar Year 2000 figures are estimates based on data available
through July.

6Trade balance does not add due to rounding.

7 External public debt service payments.

1. General Policy Framework

Argentina stabilized and revitalized its economy after undertaking extensive re-
forms in the early 1990s. State-owned entities were privatized, the peso was linked
to the dollar under a currency board arrangement, and many barriers to trade and
investment were dismantled. Despite a sharp recession in 1995, real GDP growth
averaged over 6 percent a year from 1991-1997. Argentina is recovering from the
effects of the Mexican peso crisis, the Asian and Russian financial crises and Bra-
zil's devaluation. Growth is estimated at less than one percent for 2000 after a
three-percent decline in GDP in 1999.

Argentina’s banking sector has consolidated during the last several years. The
number of financial institutions in Argentina dropped from over 200 in 1994 to 117
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at present. The country's financial sector is considered sound, and foreign capital
flows freely. However, Argentina’'s fiscal situation remains a concern. A fiscal re-
sponsibility law, which mandates fiscal equilibrium by 2003, will support govern-
ment efforts to close the fiscal gap; however, tax evasion remains a major problem.
In March 2000, Argentina concluded a three-year $7.2 billion Stand-by Arrangement
with the International Monetary Fund (IMF) that has increased lender and investor
confidence.

President Fernando de la Rua, who took office in December 1999, has maintained
the main elements of the country’s economic policy, including the convertibility of
the peso and the dollar, as well as relatively open markets for trade. Overall, Argen-
tina remains one of the hemisphere’s most promising emerging markets for U.S.
trade and investment.

2. Exchange Rate Policy

Under the Convertibility Law of 1991, the exchange rate of the Argentine peso
is fixed to the dollar at the rate of one to one, under a currency board type of ar-
rangement called “convertibility”. This rate is expected to remain unchanged in the
medium term. Argentina has no exchange controls. Customers may freely buy and
sell currency from banks and brokers at market prices.

3. Structural Policies

Argentina’s economic reforms have achieved significant progress in transforming
Argentina from a closed, highly regulated economy to one based on market forces
and international trade. The government’s role In the economy has diminished
markedly with the privatization of most state firms. Argentine authorities also
eliminated price controls on almost all goods and services. The government abol-
ished the import licensing system in 1989 and in 1990 cut the average tariff from
nearly 29 percent to less than 10 percent.

Argentina, Brazil, Paraguay, and Uruguay established the Southern Cone Com-
mon Market (MERCOSUR) in 1991, and in 1995 formed a partial customs union
with a Common External Tariff (CET) covering approximately 85 percent of trade.
The CET ranges from zero to 20 percent, and has raised Argentina’'s average tariff
to approximately 14 percent. In 1998, MERCOSUR members hiked the CET by
three points for most products. The increase is scheduled to expire on December 31,
2000. Initially, the government exempted some products from the CET, such as cap-
ital goods, information technology and telecommunications, to help support the mod-
ernization of the industrial infrastructure. However, in 1996 tariffs on these items
were increased to the MERCOSUR level. As a result, many non-MERCOSUR prod-
ucts entering Argentina now face higher tariffs. The tariff on capital goods, which
account for over 40 percent of U.S. exports to Argentina, ranges from 10 to 14 per-
cent. Chile signed a free trade agreement with MERCOSUR in 1996, but does not
participate in the CET. Bolivia also entered into a similar pact in 1997.
MERCOSUR is also discussing the prospect of a free trade agreement with the An-
dean community.

Argentina signed the Uruguay Round agreements in April 1994. Its congress rati-
fied the agreements at the end of 1994, and Argentina became a founding member
of the World Trade Organization (WTO) on January 1, 1995.

4. Debt Management Policies

Argentina’s public debt maturities are mostly concentrated in the medium to long
term. Public sector debt increased in 1999, rising to almost $122 billion. Public sec-
tor debt service payments in 2000 will represent about seven percent of GDP. The
turmoil in international financial markets in recent years complicated Argentine ac-
cess to foreign capital; however, in spite of difficult market conditions, the govern-
ment met its external financing requirements. Argentina remains vulnerable to ex-
ternal shocks, but recent agreements with the IMF and other international financial
institutions have provided an added degree of confidence to financial markets.

5. Significant Barriers to U.S. Exports

Although Argentina is one of the most open markets in Latin America, domestic
political pressure, the impact of Brazil's devaluation and continued high unemploy-
ment in Argentina have led the government to take some ad hoc protectionist meas-
ures

Argentina protects its automobile assembly industry through a combination of
quotas and high tariffs negotiated among MERCOSUR members. The government
is currently negotiating a new common MERCOSUR auto policy with Brazil and
other MERCOSUR members.

Standards: Argentina has traditionally recognized both U.S. and European stand-
ards. However, as the government and its MERCOSUR partners gradually establish
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a more structured and defined standards system, the standards requirements are
becoming progressively more complex, particularly for medical products and elec-
tronics. In 1999, Argentina instituted new rules under which imported electronics
would have to carry a local safety certification. Under the WTO agreement on tech-
nical barriers to trade, Argentina established an “inquiry point” to address stand-
ards-related inquiries. While this inquiry point exists formally, it is not fully func-
tional.

Services Barriers: In 1994, the authorities abolished the distinction between for-
eign and domestic banks. U.S. banks are well represented in Argentina and are
some of the more dynamic players in the financial market. U.S. insurance compa-
nies are active in providing life, property and casualty, and workers compensation
insurance. The privatization of pension funds has also attracted U.S. firms.

Investment Barriers: Foreign investment receives national treatment under Ar-
gentine law. Firms need not obtain permission to invest in Argentina. Foreign inves-
tors may wholly own a local company, and investment in firms whose shares trade
on the local stock exchange requires no government approval. There are no restric-
tions on repatriation of funds.

The United States-Argentina Bilateral Investment Treaty (BIT) came into force
in 1994. Under the treaty, U.S. investors enjoy national treatment in all sectors ex-
cept shipbuilding, fishing and nuclear power generation. An amendment to the trea-
ty removed mining, except uranium production, from the list of exceptions. The trea-
ty allows arbitration of disputes by the International Center for the Settlement of
Investment Disputes (ICSID) or any other arbitration institution mutually agreed
by the parties. Several U.S. firms have invoked the treaty’s provisions in several on-
going disputes with Argentine national or provincial authorities.

Government Procurement Practices: Argentina is not a signatory to the WTO Gov-
ernment Procurement Agreement. The de la Rua administration is re-establishing
a “Buy Argentine” preference that will allow Argentine companies to lower their
bids as much as five percent to match foreign companies’ bid offers. Argentine
sources will theoretically only be chosen when all other factors (price, quality, etc.)
are equal.

Customs Procedures: Customs procedures are opaque and time-consuming, thus
raising the cost for importers. Installation of an automated system in 1994 has
eased the burden somewhat. The government is resorting more frequently to certifi-
cate-of-origin requirements and reference prices to counter under-invoicing and
dumping, primarily from East Asia. In 1997, the government merged the customs
and tax collection authorities to boost revenues and improve efficiency. It has also
instituted a pre-shipment inspection system to verify the price, quality and quantity
of imports. Six private firms are implementing the system.

6. Exports Subsidies Policies

As a WTO member, Argentina adheres to WTO subsidies obligations. It also has
a bilateral agreement with the United States to eliminate remaining subsidies pro-
vided to industrial exports and ports located in the Patagonia region. Nevertheless,
the government retains minimal supports, such as reimbursement of indirect tax
payments to exporters. The government also maintains an industrial specialization
program that allows certain industries that boost their exports to report a com-
parable amount of imports at a reduced tariff. The program will end in the year
2000.

7. Protection of U.S. Intellectual Property

Argentina belongs to the WTO and the World Intellectual Property Organization
(WIPO). Argentina is a signatory to the Paris Convention, Bern Convention, Rome
Convention, Phonograms Convention, Nairobi Treaty, Film Register Treaty, and the
Universal Copyright Convention. The U.S. Trade Representative has placed Argen-
tina on the “Special 301" Priority Watch List. Argentina’s lack of patent protection
for pharmaceutical products has consistently been a contentious bilateral issue and
in 1997 the United States withdrew 50 percent of Argentina’s benefits under the
U.S. Generalized System of Preferences (GSP).

Patents: After a three-year conflict between the Argentine Executive and Congress
over the issue of patent protection for pharmaceutical products, the Executive issued
a decree in 1996 that improves earlier Argentine patent legislation, but provides
less protection than that called for in the Agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS). This decree authorizes the National Institute
for Intellectual Property (INPI) to provide pharmaceutical patent protection starting
in November 2000. The 1996 decree does not provide patent protection for products
under development, does not protect confidential data, and contains ambiguous lan-
guage on parallel imports and compulsory licenses. INPI has also failed in most
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cases to provide prompt and fair treatment to applications for exclusive marketing
rights (EMRs) for pharmaceutical products during Argentina’s patent transition pe-
riod. As a result of these shortcomings, the U.S. government has entered into WTO
dispute settlement consultations with Argentina.

Copyrights: Argentina’s Copyright Law, enacted in 1933, appears to be adequate
by international standards. An executive decree extended the term of protection for
motion pictures from 30 to 50 years after the death of the copyright holder. Regard-
less, video and CD piracy remains a serious problem. Efforts are underway to com-
bat this, including arrests, seizure of pirated material, and introduction of security
stickers for cassettes. In 1998, the Argentine Congress enacted legislation making
software piracy a criminal offense. However, the Argentine government has yet to
comply fully with an agreement to legalize unlicensed software in use in govern-
ment offices.

Trademarks: Trademark laws and regulations in Argentina are generally TRIPS-
consistent. The key problem is a slow registration process, which the government
has worked to improve.

Trade Secrets: Although Argentina has no trade secrets law as such, laws on con-
tract, labor, and property have recognized and encompassed the concept. Penalties
exist under these statutes for unauthorized revelation of trade secrets.

Semiconductor Chip Layout Design: Argentina has no law dealing specifically
with the protection of layout designs and semiconductors. Although existing legisla-
tion on patents or copyrights could be interpreted to cover this technology, this has
not been verified in practice. Argentina has signed the WIPO treaty on integrated
circuits.

8. Worker Rights

a. The Right of Association: All Argentine workers except military personnel are
free to form unions. Union membership is estimated at 30 to 40 percent of the work-
force. Unions are independent of the government and political parties, although
most union leaders have ties with the Justicialist (Peronist) Party. Unions have the
right to strike, and strikers are protected by law. Argentine unions are members
of international labor associations and secretariats and participate actively in their
programs.

b. The Right to Organize and Bargain Collectively: Argentine law prohibits anti-
union practices. The passage of a major labor reform law in May 2000 promotes bar-
gaining on a local, provincial or company level, rather than negotiating at the na-
tional level on a sectoral basis. Both the federal government and a few highly indus-
trialized provinces are working to create mediation services to promote more effec-
tive collective bargaining and dispute resolution.

¢. Prohibition of Forced or Compulsory Labor: The constitution prohibits forced
labor, and there were no reports of such incidents during 2000.

d. Minimum Age for Employment of Children: The law prohibits employment of
children under 14, except in rare cases where the Ministry of Education may au-
thorize a child to work as part of a family unit. Minors aged 14 to 18 may work
in a limited number of job categories, but not more than 6 hours a day or 35 hours
a week. The law is generally enforced, but there are credible reports that child labor
in the informal economy is increasing.

e. Acceptable Conditions of Work: The national monthly minimum wage is $200,
although prevailing wages for most unskilled and entry-level positions are some-
what higher. Federal labor law mandates acceptable working conditions in the areas
of health, safety and hours. The maximum workday is eight hours, and the work-
week is limited to 48 hours. The government is also striving to modernize the sys-
tem of workers compensation. Argentina has well-developed health and safety
standards, but the government often lacks sufficient resources to enforce them.

f. Rights in Sectors with U.S. Investment: Argentine law does not distinguish be-
tween worker rights in nationally owned enterprises and those in sectors with U.S.
investment. The rights enjoyed by Argentine employees of U.S. owned firms in Ar-
gentina generally equal or surpass Argentine legal requirements.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999

[Millions of U.S. Dollars]

Category Amount

PetroleUM ...oiiiiiiiie e 601
Total Manufacturing ..........ccccooeeiiiiei i 3,537
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Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999——Continued

[Millions of U.S. Dollars]

Category Amount
Food and Kindred Products .........cccccceeeviiieiniiineinieeene 876
Chemicals and Allied Products .. 1,299
Primary and Fabricated Metals ............. 361
Industrial Machinery and Equipment ... 62
Electric and Electronic Equipment ........ -20
Transportation Equipment .. 187
Other Manufacturing ........... 773
Wholesale Trade ................ 488
Banking .......ccccceviiniiieniiiiens 2,205
Finance/Insurance/Real Estate 4,837
SEIVICES .evvveiieieeciiieesiieeesiiee s 597
Other Industries ................... 1,922
TOTAL ALL INDUSTRIES .... 14,187
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
THE BAHAMAS
Key Economic Indicators
[Millions of U.S. Dollars unless otherwise indicated]
1998 1999 2000

Income, Production and Employment:

GDP (Current Prices) 4,190 4,560 4,810

Real GDP Growth ..........cccccooiiiiiiiiiieee. 6.3 8.8 55
GDP By Sector® (estimated percent of total)
TOUFISIM i s 60 60 60
Finance ........ . 12 15 15
Manufacturing ............... 3 3 3
Agriculture/Fisheries ..... . 3 3 3
GOVEINMENT ... 12 12 12
OthEr .o 10 7 7
GDP Per Capita .. . 13,702 N/A N/A
Labor Force .......cccocveeiiiiieen. .. 156,000 156,000 N/A
Unemployment Rate (Percent) .........ccccoeveieriiennnne 7.9 7.8 7.0
Money And Prices:
Money Supply (M2) (% increase) ........ 15.3 12.3 N/A
Commercial Interest Rate (percent) ... . 6.75 6.75 6.00
Personal Savings Rate ...........ccccocceee . 3.35 3.28 2.87
Retail Price Index? ........ . 1.3 1.3 1.9
Exchange (Us$:B$) 1.00 1.00 1.00
Balance Of Payments And Trade:
Total EXports (FOB) ......coovviiiiiiieiiieeee e 362.9 380.1 N/A
Exports to United States3 .. . 143.9 195.3 85.7
Total Imports (CIF) ........ccc...... 1736.8 1807.7 N/A

Imports from United States=3 .. 815.6 842.0 352.8

Trade Balance ...........cccouuuee.... .. =1373.9 -1427.6 N/A
Balance with United States . . -461.1 -370.7 N/A
External Public Debt ............ . 89.5 106.5 177
Debt Repayment .......... " 84.0 72.5 N/A
Gold Reserves ..... . N/A N/A N/A
Foreign Exchange Reserves . 338.7 404.0 N/A
Aid from United States ........ 0 0 0

Aid from Other Countries N/A N/A N/A

1Finance Ministry Projections
2As Of June 2000
3Source: U.S. Department Of Commerce
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1. General Policy Framework

The Bahamas is a politically stable, middle-income developing country. The econ-
omy is based primarily on tourism and financial services, which account for approxi-
mately 60 percent and 15 percent of GDP respectively. The agricultural and indus-
trial sectors, while small, continue to be the focus of government efforts to produce
new jobs and diversify the economy.

The United States remains the major trading partner of The Bahamas. U.S. ex-
ports to The Bahamas went from $815.6 million in 1998 to $842.0 million in 1999,
accounting for approximately 65 percent of all imports. Although certain areas of
economic activity are reserved for Bahamian citizens, the Bahamian government ac-
tively encourages foreign investment in unreserved areas and operates a free trade
zone on Grand Bahama. Capital and profits are freely repatriated, and the Baha-
mian government does not tax personal and corporate income. Designation under
the Caribbean Basin Initiative (CBI) trade program allows qualified Bahamian
goods to enter the United States duty-free.

The Bahamian government continues to follow the policy implemented in the
1995-1996 budget in which the annual amount of new borrowings would be no
greater than the amount of debt redemption. The 2000-2001 balanced budget to-
taled $998 million with no new taxes. Government outlays for education, health, so-
cial benefits and services, housing and other social services accounted for the major-
ity of the Government’s total expenditure. Debt service accounted for a substantial
portion, $177 million or 18.9 percent of the recurrent expenditure. Again, the budget
emphasized the government's resolve to expand the delivery of priority services,
while moving closer to eliminating the deficit on recurrent expenditure by 2001. As
a result, the government’s focus remains on expenditure restraint, with anticipated
revenue increases from economic growth and more efficient revenue collection rather
than tax increases.

Recurrent revenue for 2000-2001 is projected to increase to $998 million. This
represents an increase of 7.7 percent over the projected revenue for 1999/2000. Al-
though significantly lower than the projected rate of growth in 1999/2000, which has
been exceptionally robust, this rate of increase is clearly within the range of revenue
performance in recent years.

The 2000-2001 budget emphasized duties to promote e-commerce. The Bahamian
government’s policy requires that internet access is provided to all Bahamian
schools free of charge and that the cost of this access will be allocated among all
telecommunications providers. In order to promote this, custom duties on computer
hardware, computer parts, computer paper, and cameras, including still image
versions, were eliminated.

In 1998, the Bahamian government eliminated customs duties for computer soft-
ware, discs and computer tapes, farming pesticides, jewelry manufacturing items
and various medical items, which also benefited from a reduction in stamp levies
from seven to two percent. In addition, the customs tariff was lowered on chicken,
combination TV and radio appliances, combination TV and VCR appliances, and golf
carts. The 1999-2000 budget cut tariff rates on imported video and audio tapes and
discs from 65 to 15 percent. This move, which comes on the heels of a government
decision to begin enforcement of its new Copyright Law, will help lower the cost of
legitimate videos and encourage local video retailers to evolve away from pirated
products.

The government believes that the move toward hemispheric free trade by the year
2005 will involve restructuring its revenue sources. As part of its overall strategy
to simplify and harmonize customs import duties, the government consolidated the
current 123 separate import duty rates to 29 rates as of July 1, 1997. Rates have
been reduced or eliminated on a variety of imported goods, ranging from construc-
tion materials (nails, cement, sheet rock, plywood, etc.) to computers and computer
parts, musical instruments and consumer electronic appliances. The government
hopes to recover these lost revenues through increased collection enforcement, re-
duced administrative costs, increased business generation and enhanced local pur-
chasing.

Commercial banks lowered the prime lending rate from 6.75 to 6.00 percent in
September 1999.

2. Exchange Rate Policy

The Bahamian dollar is pegged to the U.S. dollar at an exchange rate of 1:1, and
the Bahamian government is committed to maintaining parity.
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3. Structural Policy

Price controls exist on 13 breadbasket items, as well as on gasoline, utility rates,
public transportation, automobiles, and automobile parts. The rate of inflation is es-
timated at 1.9 percent as of June 2000.

The Bahamas is recognized internationally as a tax haven. The government does
not impose personal or corporate income, inheritance, or sales taxes. In addition, the
government lowered taxes and reduced the stamp duty on various tourism-related
items including: liqueurs and spirits, jewelry and watches, perfumes, toilet water,
table linens, non-leather designer handbags, and cigarettes. The government hoped
these measures would have increased the country’'s competitive edge in the tourism
sector. The intended results of these incentives have not yet been realized because
the downtown area was not able to consistently attract enough tourists, especially
cruise ship passengers.

Certain goods may be imported conditionally on a temporary basis against a secu-
rity bond or deposit that is refundable upon re-exportation. These include: fine jew-
elry, goods for business meetings or conventions, traveling salesman samples, auto-
mobiles or motorcycles, photographic and cinematographic equipment, and equip-
ment or tools for repair work.

In 1993 the Bahamian government repealed the Immovable Property (Acquisition
by Foreign Persons) Act, which required foreigners to obtain approval from the For-
eign Investment Board before purchasing real property in the country, and replaced
it with the Foreign Persons (Landholding) Act. Under the new law, approval is auto-
matically granted for non-Bahamians to purchase residential property of less than
five acres on any single island in The Bahamas, except where the property con-
stitutes over fifty percent of the land area of a cay (small island) or involves owner-
ship of an airport or marina. The government has now decided to discontinue sales
of islands to foreigners to allay concerns by locals that too much Bahamian land is
sold to foreigners. Prime Minister Ingraham announced in Parliament on June 2000
that foreign capital inflows for the decade of the 1990s went from $84.6 million in
1990 to $820.8 in 1999.

Foreign persons are still eligible for a two-year real property tax exemption if they
acquire undeveloped land in The Bahamas provided that substantial development
occurs during the first two years of the purchase. The property tax structure for for-
eign property owners is as follows:

$1-$3,000—the standard tax is $30.00.
$3,001-$100,000—tax is 1 percent of the assessed value.
Over $100,000—tax is 1%2 percent of the assessed value.

This has stimulated the second home/vacation home market and revived the real
estate sector. In addition, the government lowered the rate of stamp duty on real
estate transactions in 1995. The stamp duty reduction ranges from two percent on
transactions under $20,000 to eight percent on transactions over $100,000.

The government also receives revenues from a $15 per person airport and harbor
departure tax.

Although The Bahamas encourages foreign investment, the government reserves
certain businesses exclusively for Bahamians, including restaurants, most construc-
tion projects, most retail outlets, and small hotels. Other categories of businesses
are eligible solely as joint ventures.

The government has announced plans to privatize and deregulate The Bahamas
Telecommunication Corporation (Batelco) and other public utilities. It has also es-
tablished a Public Utilities Commission to regulate local public utilities corpora-
tions.

On April 30, 1998 Prime Minister Hubert Ingraham officially launched the new
Bahamas Financial Services (BFS) Board, a joint private and public sector board
dedicated to promoting The Bahamas as a financial services center. Since its incep-
tion, BFS has conducted promotional trips to the United States and Europe.

A Security Industries Act authorizes a new, privately operated stock market. The
legislation envisions a two-tier exchange with one market for foreign investors and
companies. The Bahamian Stock Market is now up and running with 15 stocks.

The Bahamas Investment Authority, a “one-stop shop” for foreign investment, was
established in 1992, comprising the Bahamas Agricultural and Industrial Corpora-
tion and the Financial Services Secretariat. The Authority facilitates and coordi-
nates local and international investment and provides overall guidance to the gov-
ernment on all aspects of investment policy.

Other measures providing trade and investment incentives include: the Inter-
national Business Companies Act, simplifying procedures and reducing costs for in-
corporating companies; the Industries Encouragement Act, providing duty exemp-
tion on machinery, equipment, and raw materials used for manufacturing; the Hotel
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Encouragement Act, granting refunds of duty on materials, equipment, and fur-
niture required in construction or furnishing of hotels; the Agricultural Manufactur-
ers Act, providing exemption for farmers from duties on agricultural imports and
machinery necessary for food production; the Spirit and Beer Manufacturers Act,
granting duty exemptions for producers of beer or distilled spirits on imported raw
materials, machinery, tools, equipment, and supplies used in production; and the
Tariff Act, granting one-time relief from duties on imports of selected products
deemed to be of national interest.

The Hawksbill Creek Agreement of 1954 granted certain tax and duty exemptions
on business license fees, real property taxes, and duties on building materials and
supplies in the town of Freeport on Grand Bahama lIsland. In July 1993, the govern-
ment enacted legislation extending most Hawksbill Creek tax and duty exemptions
through 2054, while withdrawing exemptions on real property tax for foreign indi-
viduals and corporations. The Prime Minister declared, however, that property tax
exemptions might still be granted to particular investors on a case-by-case basis.

The Casino Taxation Act was amended in October 1995 to allow for the establish-
ment of small-scale casinos through the reduction of the basic tax and winnings tax
rates for casinos of less than 10,000 square feet. The basic tax was reduced from
$200,000 to $50,000 for casinos with floor space of less than 5,000 square feet. The
tax rises to $100,000 for casinos of 5,000-10,000 square feet. Unlike the winnings
tax rate for traditional casinos (25 percent of the first $20 million), small casinos
pay a progressive winnings tax rate of 10 percent on the first $10 million of gross
winnings, and 15 percent thereafter. In addition, In June 2000, Sun International
lost its government tax concession because it failed to proceed with its commitment
to commence the 700-room Phase 11l of its resort complex on July 1, 2000. The Ba-
hamian government originally granted the $3 million tax incentive package in re-
turn for Sun’s commitment to construct 1200 additional hotel rooms on Paradise Is-
land, but part of these incentives were to be suspended if work did not begin on
replacement of the old Holiday Inn and Paradise Hotels by January 2000. Sun
International’s Chairman and CEO Sol Kerzner said Sun had to commit all its de-
velopment resources to repairing last year's hurricane damage and developing its
Ocean Club Resort, golf course and time share project (part of its Phase Il develop-
ment). Kerzner also said that the labor environment (shortage of skilled workers)
and massive overspending on the project’s first two phases resulted in his decision
to halt Phase IlI.

4. Debt Management Policies

The National Debt, which comprises Government Direct Debt and Contingent Li-
abilities which are the Government Guaranteed borrowings of the Public Corpora-
tions, amounted to $1.87 billion at the end of 1999. This represented 40.9 percent
of GDP, as compared with the levels of 43.0 percent and 42.1 percent at the end
of 1997 and 1998, respectively.

5. Significant Barriers to U.S. Exports

The Bahamas is a $700 million plus market for U.S. companies. There are no sig-
nificant non-duty barriers to the import of U.S. goods, although a substantial duty
applies to most imports. Deviations from the average duty rate often reflect policies
aimed at import substitution. Tariffs on items produced locally are at a rate de-
signed to provide protection to local industries. The Ministry of Agriculture occasion-
ally issues temporary bans on the import of certain agricultural products when it
determines that a sufficient supply of locally grown items exits. The government’s
quality standards for imported goods are similar to those of the United States.

The Ministry of Agriculture restricted banana imports in October 1995, in trying
to create a monopoly for locally grown bananas. The restrictions have been extended
to include other varieties of produce for which the Ministry determines that demand
can be met by local farmers (e.g., Christmas poinsettias, romaine lettuce, yellow
squash, and zucchini). In June 1996, the Ministry announced a ban on the importa-
tion of fruits, vegetables, flowers, plants or other propagate materials from Carib-
bean countries unless the Department of Agriculture is assured that the country is
free of the pink (or hibiscus) mealy bug. Shipments must be accompanied by a
phytosanitary certificate issued by the Ministry of Agriculture in the country of ori-
gin. The Ministry continues to enforce its ban on imports of citrus plants and fruit
from Florida, instated in 1995 because of reported outbreaks of canker disease. Im-
ports of citrus plants are permitted from states other than Florida.

6. Export Subsidies Policies

The Bahamian government does not provide direct subsidies to export-oriented in-
dustries only to state-owned corporations. The Export Manufacturing Industries En-
couragement Act provides exemptions from duty for raw materials, machinery, and
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equipment to approved export manufacturers. The approved goods are not subject
to any export tax.

7. Protection of U.S. Intellectual Property

The Bahamas is a member of the World Intellectual Property Organization
(WIPO) and a party to the Paris Convention on industrial property and the Bern
Convention on copyright (older versions for some articles of the latter are used). It
is also a member of the Universal Copyright Convention. Parliament has passed a
new copyright law, which is intended to provide better protection to international
holders of copyrights. The government enacted the law in January 2000.

Copyrights: The Bahamas has enacted a copyright law and implementing regula-
tions that create a compulsory license for unauthorized retransmission by cable tele-
vision systems of any copyrighted work transmitted over its territory capable of
being received, including encrypted signals. This is a violation of The Bahamas’ obli-
gations under the Bern Convention. The Bahamian Government is considering
amending the law to prohibit the practice.

The majority of videos available for rent are the result of unauthorized copying
of videotapes from promotional tapes provided by movie distributors, U.S. hotel
“pay-for-view” movies and shows, or satellite transmissions. It is doubtful that pirat-
ed videotapes are exported. Since video retailers complained that it is too expensive
to import original videotapes, the government reduced the import duty for imported
video and audiotapes and discs to encourage them to evolve away from pirated prod-
ucts. In May 1997 the government passed a bill to amend the Copyright Act to pro-
vide for payment of equitable royalties to copyright owners (particularly Bahamian
musicians) for works broadcast on radio and television.

8. Workers Rights

a. Right of Association: The constitution specifically grants labor unions the rights
of free assembly and association. Unions operate without restriction or government
control, and are guaranteed the right to strike and to maintain affiliations with
international trade union organizations.

b. Right to Organize and Bargain Collectively: Workers are free to organize, and
collective bargaining is extensive for the estimated 25 percent of the work force that
are unionized. Collective bargaining is protected by law and the Ministry of Labor
is responsible for mediating disputes. In addition, the government established the
Industrial Tribunal in 1997 to handle labor disputes. The Industrial Relations Act
requires employers to recognize trade unions.

¢. Prohibition of Forced or Compulsory Labor: Forced or compulsory labor is pro-
hibited by the Constitution and does not exist in practice.

d. Minimum Age for Employment of Children: While there are no laws prohibiting
the employment of children below a certain age, compulsory education for children
up to the age of 16 years and high unemployment rates among adult workers effec-
tively discourage child employment. Nevertheless, some children sell newspapers
along major thoroughfares and work at grocery stores and gasoline stations, gen-
erally after school hours. Children are not employed to do industrial work in The
Bahamas.

e. Acceptable Conditions of Work: The Fair Labor Standards Act limits the regular
workweek to 48 hours and provides for at least one 24-hour rest period. The Act
requires overtime payment (time and a half) for hours in excess of the standard.
The Act permits the formation of a wages council to determine a minimum wage.
To date no such council has been established. However, in 1996 the government in-
stituted a minimum wage of $4.12 an hour for non-salaried public service employ-
ees. The Parliament is considering a new minimum labor standards act which will
cover employees in both the public and private sectors. This act contains new guar-
antees of employees’ rights to paid vacations, sick leave, redundancy payments and
protection against unfair dismissal.

The Ministry of Labor is responsible for enforcing labor laws and has a team of
several inspectors who make on-site visits to enforce occupational health and safety
standards and investigate employee concerns and complaints. The Ministry nor-
mally announces these inspections ahead of time. Employers generally cooperate
with the inspections in implementing safety standards. A 1988 law provides for ma-
ternity leave and the right to re-employment after childbirth. Workers rights legisla-
tion applies equally to all sectors of the economy. A new Minimum Labor Standards
Act including the Employment Act, Health and Safety at Work Act, Industrial Tri-
bunal and Trade Disputes Act, and the Trade Union and Labor Relations Act, are
currently under consideration. When enacted, these bills may give the government
the right to establish wage minimums for the private sector, shorten the work week,
increase paid vacations, guarantee paid sick leave and severance pay, and grant em-
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ployees new protections against unfair dismissal. Local business leaders complain
that the draft law is too restrictive and the government has given signs that it may

revise the proposed laws.

f. Rights in Sectors with U.S. Investment: Authorities enforce labor laws and regu-
lations uniformly for all sectors and throughout the economy, including within the

export processing zones.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an

Historical Cost Basis—1999
[Millions of U.S. Dollars]

Category Amount
Petroleum ........c.cccoe.e. 15
Total Manufacturing ................. 89
Food and Kindred Products ..... 0
Chemicals and Allied Products ... 76
Primary and Fabricated Metals ........... 0
Industrial Machinery and Equipment . -1
Electric and Electronic Equipment ...... 0
Transportation Equipment ................ 0
Other Manufacturing ......... 14
Wholesale Trade .......... 75
Banking ........cccceviieiiiiiniii -2,193
Finance/lnsurance/Real Estate 2,871
Services .......c..c..... 154
Other Industries .................... 55
TOTAL ALL INDUSTRIES ...t 1,065
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
BOLIVIA
Key Economic Indicators
[Millions of U.S. Dollars unless otherwise indicated]
1997 1998 19996 2000e
Income, Production and Employment !
Nominal GDP ......c.ccccoevvvievieiieecceeein 7,647 8,213 8,550 8,750
Real GDP Growth (pCt) ......cccooovveeviiieennne 4.2 4.7 0.6 2.0
GDP by Sector (pct share)
Agriculture ..., 141 14.0 141 14.6
Manufacturing .........cccceceeeiiiieeiiieenns 16.8 16.7 16.6 17.0
SEIVICES .oiiiiiiiieiieeiee e 33.2 33.0 30.1 29.8
GOVErNMENT ....ooiiiiereee e 8.9 8.9 8.9 9.3
Per Capita GDP (US$) ........ccceovvveinrnnnnn 969 989 1,087 1,009
Labor Force (million) ........ccccoevviiiviienens 2.4 2.5 2.6 2.6
Unemployment Rate (pct)2 .......cccccveeenee 4.1 4.3 6.1 5.8
Money and Prices (annual percentage
growth):
Money Supply Growth (M2)3 ................ 27.5 12.7 -3.0 15
Consumer Price Inflation .............c.......... 7.0 4.4 3.1 4.5
Average Exchange Rate (Bs/US9) .......... 5.26 5.51 6.3 6.4
Trade and Balance of Payments:
Total Exports FOB .......cccceviiiiiiiiiiiieene 1,166 1,286 1,096 1,150
Exports to United States FOB 264 204 222 N/D
Total Imports CIF ... 1,851 2,408 1,800 1,770
Imports from United States CIF 443 626 413 N/D
Trade Balance ..........cc.cccoceeeen. . —685 -1,122 —704 620
Balance with United States ................ -179 -333 -191 N/D
Current Account Deficit/GDP ................. -9.0 -9.9 -7.0 6.9
External Public Debt ............ccccceeviiennne 4,600 4,800 4,850 4,910
Debt Service Payments/GDP (pct) ......... 4.1 4.2 3.5 3.6
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Key Economic Indicators—Continued

[Millions of U.S. Dollars unless otherwise indicated]

1997 1998 19996 2000¢
Fiscal Deficit/GDP (pct) .......ccccocvvviveeenen. 3.3 4.2 4.0 4.1
Gold and Foreign Exchange Reserves ... 1,189 1,193 1,222 1,100
Aid from United States4 ..............ccceeeee. 120 112 114 215
Aid from All Other Sources® .................. 530 468 410 N/D

1UDAPE, National Institute of Statistics (INE), Central Bank of Bolivia.

2For urban areas; data does not consider underemployment.

3Include National Currency Deposits indexed to U.S Dollar and U.S Dollar Deposits
4Sources: U.S. Census Bureau and embassy estimates.

5Aid obligated.

¢ Projections.

e Estimated.

1. General Policy Framework

Eighteen years after its return to democracy, Bolivia continues to consolidate a
series of structural reforms that further orient the economy to the demands of the
market and encourage greater efficiency by exposing it to increasing international
competition. Parallel reforms in the judicial system promise to create a more reli-
able rule of law in the coming years.

The foundation of this new economic system was the “capitalization”/privatization
of five large state-owned corporations and the establishment of a regulatory system
to monitor the functioning key sectors. The capitalization program has succeeded in
promoting steady rates of growth of private investment and savings, principally
from the United States and in the hydrocarbons sector. This investment portends
enhanced prospects for economic growth in the coming years. The government
projects that the economy will grow by 4.5 percent in 2000, with inflation in con-
sumer prices expected to be around 4.5 percent. However, after the social unrest of
September and October 2000, which resulted in widespread road blockages and
demonstrations and brought commerce to a virtual halt for several weeks, this fig-
ure will most likely be revised downward.

Macroeconomic indicators have improved steadily since the government undertook
stabilization and structural reforms in the mid-1980s. Commercial bank deposits
have more than doubled since 1991, to over $4.2 billion (July 2000). Persistent trade
deficits since 1991 have been offset by large inflows of foreign assistance and private
investment, allowing official foreign exchange reserves to grow to a record $1.1 bil-
lion (March 2000). Net reserves are around eight months of imports. Despite con-
tinuing improvements in tax collection, the budget deficit for the non-financial pub-
lic sector increased to 4 percent in 1998 and approximately 4.2 percent in 1999,
largely as a result of pension reform.

The money supply (M1) has grown steadily since 1991, with M1 now averaging
around 21 percent of GDP. Total liquidity represents approximately 45 percent of
the GDP. M4 growth rates have decreased significantly since 1996 reaching one
digit level (2.3 percent) during 1999. The published figures for money in circulation
are misleading, however, since there are billions of dollars in circulation side-by-side
with the local currency, the boliviano. Dollars are a legal means of exchange, and
contracts can be written in dollars. Banks offer dollar accounts and make loans in
dollars. In fact, at the end of July 2000 nearly 94 percent of the $4.2 billion of de-
posits in the Bolivian financial system was denominated in dollars.

Low rates of inflation at home and abroad have helped to lower interest rates.
In March 2000 the average rate paid on dollar deposits was approximately 8.83 per-
cent, and the average rate charged on dollar loans was 18.93 percent. Increased
bank competition and new foreign investment in the sector will likely cut financial
spreads, making credit still cheaper in the near-term. Although the Bolivian bank-
ing system shows high levels of uncommitted resources, interest rates have not de-
creased. However, larger financial spreads during 1999 and 2000 resulted from a
restricted monetary policy and the international financial crises.

2. Exchange Rate Policy

There are no restrictions on convertibility or remittances. The official exchange
rate is set by a daily auction of dollars managed by the central bank. Through this
mechanism the central bank has allowed the Boliviano to depreciate slowly to pre-
serve its purchasing power parity. The rate in the parallel market closely tracks the
official exchange rate. The official exchange rate fell with respect to the dollar by
3.3 percent in 1997, 4 percent in 1998, and by 6.3 percent in 1999. During 2000,
the exchange rate fell by about 4.3